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Research on how service firms choose their initial mode of
operation in foreign markets appears to have led to two
contradictory conclusions. Findings from one group of
studies suggest that factors determining entry mode choice
by manufacturing firms are generalizable to service firms.
Findings from another group of studies contradict that
view. The authors reconcile the two views by means of a
classification scheme that allows some services to be
grouped with manufactured goods in terms of entry mode
choice. A conceptual model of factors affecting the entry
mode choice of service firms is proposed, research propositions are developed, and managerial implications and
future research directions are discussed.

Rapid globalization of economic activities in recent
years has greatly expanded the opportunities for marketing
services abroad (Hassan and Kaynak 1994). Trade in services represents 20 percent to 25 percent of all world trade,
with an annual growth rate of 20 percent to 30 percent
(Dahringer 1991; Terpstra and Sarathy 1994). And the
contribution of the service sector to international trade is
expected to expand further with the recognition of international trade in services by the 1993 General Agreement on
Tariffs and Trade (GATT). As an increasing number of
service firms enter foreign markets, important questions
are being raised about global services marketing strategy
(Lovelock 1996). Among the most critical issues in international market entry strategy is the selection of an appropriate entry mode (Terpstra and Sarathy 1994). In addition
to determining the amount of resources the firm will comJournal of the Academy of Marketing Science.
Volume 26, No. 4, pages 274-292.
Copyright © 1998 by Academy of Marketing Science.

mit to the foreign market, initial entry mode choice significantly affects the performance and longevity of a foreign
operation (Li 1995; Root 1994). Therefore, it is important
that managers understand the strategic implications of foreign market entry mode choice for different categories of
services and the moderating role of a host of other variables, internal and external to the firm, on entry mode
choice.
Much of our understanding about foreign market entry
mode choice is based on knowledge accumulated from the
manufacturing sector (Erramilli 1990; Erramilli and Rao
1993). Therefore, an academically interesting and managerially relevant question is, How much of that experience
is transferable to services without adaptation? The answer
to this question seems equivocal from a review of foreign
entry mode choice literature. Findings from one group of
studies (see Agarwal and Ramaswami 1992; Terpstra and
Yu 1988; Weinstein 1977) suggest that the factors that influence the choice of entry modes by manufacturing firms
are generalizable to services. But findings from another
group of studies (see Erramilli 1990, 1991; Erramilli and
Rao 1990, 1993) suggest that those factors are not generalizable and must be adapted for application to services.
Table 1 lists the salient features of selected studies representing the two points of view. Also, the following comments are representative of the two distinct viewpoints:
Although the FDI [foreign direct investment] theory
was originally developed to explain foreign production, its application to service industries is considered equally appropriate. . . . The model has been
applied in the past to explain the internationalization
of the hotel industry, . . . the banking industry, . . . and
the advertising industry. (Agarwal and Ramaswami
1992:10)
[A] growing stream of recent literature suggests
that service firms differ from manufacturing
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TABLE 1
Salient Aspects of Studies on Foreign Market Entry Mode Choice of Service Firms
Author(s) and Focus of Study

Entry Mode

Determinants

Findings

Studies in Support of Generalizing Entry Mode Determinants to Services
Weinstein (1977). Comparison of multinational
advertising agencies with their counterparts in
manufacturing to identify significant differences
in their investment behavior

FDI:a
Sole venture
Joint venture

Area of the world
Stage of economic development
Year of investment
Size of agency
Overseas experience

There is no significant difference
between the investment behavior of
advertising agencies and that of
manufacturing firms

Terpstra and Yu (1988). The generalizability of
determinants of FDI by manufacturing firms
to the U.S. advertising industry

FDI:
Sole venture
Joint venture

Basic motivation
Market size of host country
Geographic proximity of host country
and home country
Firm size
Firm’s foreign market experience
Oligopolistic reaction

The FDI behavior of the U.S.
advertising industry is similar
to that of manufacturing firms

Agarwal and Ramaswami (1992). The independent
and joint influences of the factors that determine
foreign market entry choice

Sole venture
Joint venture
Exporting
Licensing

Firm size
Multinational experience
Ability to develop differentiated
products
Market potential
Investment risk
Contractual risk

The determinants of entry mode
choice of manufacturing firms apply
to firms in the equipment-leasing
industry

Studies in Support of Adapting Entry Mode Determinants to Services
Erramilli and Rao (1990). The foreign market
entry behavior of service firms, and how it
varies across the service sector and entry siuations

Sole venture
Joint venture
Exporting
Licensing

Market knowledge
Type of service:
Hard services
Soft services

Service firms favor FDI in their
choice of entry modes when they
follow their home country clients to
foreign countries

Erramilli (1991). The effect of international
marketing experience on the service firm’s foreign
market entry choice

Sole venture
Joint venture
Exporting
Licensing

International marketing experience
Control

There is a U-shaped relationship
between experience and desired
control in the choice of entry modes

Erramilli and Rao (1993). Foreign market entry
mode choices of service firms

Sole venture
Joint venture
Licensing

Capital intensity
Inseparability
Cultural distance
Country risk
Firm size

Service firms differ from manufacturing firms in their entry mode
choices

a. FDI = foreign direct investment.

firms . . . and face unique challenges in their
foreign-market entry and expansion process . . .
some peculiar characteristics of service firms . . .
warrant adaptation of the underlying theory used to
investigate entry-mode choice. (Erramilli and Rao
1990:136)
This article reconciles the two views on the generalizability of foreign entry experience from the manufacturing
sector to the service sector. The contributions of our research are both conceptual and managerial. We present a
model of entry mode choice that extends extant eclectic
theory by highlighting the significance of the broad characteristics of a product (goods versus services) in entry
mode selection. The proposed framework can be used to
analyze foreign market entry mode choice of service busi-

nesses or that of manufacturing businesses. It can also
be used to compare the entry mode choice of the manufacturing sector with that of the service sector, recognizing the unique characteristics of each sector. Also, our
work contributes to a better understanding of the conceptual/ theoretical aspects of international services marketing by (1) identifying an international service
classification scheme that aids selection and analysis of
foreign entry mode, (2) identifying situations in which
transfer of experience from goods to services may or may
not be appropriate, and (3) highlighting the differences between types of internationally traded services. Erramilli
and Rao (1990) note that “so little is known about how
service firms enter foreign market[s]” (p. 136). Furthermore, Clark, Rajaratnam, and Smith (1996) point out that
“for international services, theory lags practice by a con-
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FIGURE 1
A Model of Foreign Market Entry Mode Strategies for Service Firms
(dark arrows indicate links explored in the article)

siderable degree, and many important questions await answers” (p. 9). Our research addresses an important issue in
response to their call for more conceptual work on services
marketing in the international arena and recognizes that
foreign market entry decisions for services must be understood separately from those of manufactured goods.
We next present our conceptual model and describe its
salient features and building blocks. After deriving research propositions linking service classification and entry mode choice, we develop research propositions to
describe the moderating role of external and internal factors on entry mode choice for services. Finally, we present
some guidelines for empirical testing of the propositions,
discuss managerial implications, and offer some future research directions.

A MODEL OF FOREIGN MARKET ENTRY
MODE CHOICE FOR SERVICES
Eclectic Theory as Foundation
of the Framework
The eclectic theory is an attempt to incorporate several
theories of entry mode choice into a unified framework
(Goodnow 1985). Dunning’s (1979) eclectic model identifies ownership advantages, location advantages, and internalization advantages as relevant factors for entry mode
decision. Ownership advantages refer to firm-specific assets and skills, such as firm size, multinational experience,

or ability to develop and market a differentiated product.
Location advantages refer to the attractiveness of a foreign
market. And internalization advantages refer to the benefits of retaining assets and skills within the firm when market fails or there is potential for opportunistic behavior by a
partner (Agarwal and Ramaswami 1992; Dunning 1988).
Dunning (1988) contends that those advantages are necessary conditions for entry into foreign markets. Hill,
Hwang, and Kim’s (1990) version of the eclectic framework identifies strategic variables, environmental variables, and transaction variables as the broad groups of
variables that influence entry mode choice. According to
them, strategic variables influence entry mode choice
mainly through control needs of the firm, environmental
variables influence entry mode choice primarily through
their impact on resource commitment, and transaction
variables influence entry mode choice through their impact on risk exposure.
Figure 1 extends previous eclectic models by incorporating product classification as a key determinant of entry
mode choice. This factor has not been given the prominence it deserves by previous foreign entry frameworks,
perhaps because of their focus on manufactured goods.
The proposed framework conceptualizes optimal entry
mode choice as a response by the firm to the interplay of
product classification, external environment, and organizational environment. It can be considered a contingency
view of entry mode choice for services. To provide context
and perspective for the model, we briefly discuss the contingency perspective before describing the salient features
of the model.
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Overview of Contingency Perspective
Strategic literature identifies three views of strategy—
the situation-specific view, the universal view, and the contingency view. The situation-specific view is that conclusions about firms’ strategies can be understood only in
light of the firms’ unique situations (Uyterhoeven, Ackerman, and Rosenblum 1973). In contrast, the universal view
holds that universal laws of strategy apply to some degree
in all situations (Hambrick and Lei 1985). Contingency
view is a via medium between the situation-specific and
universal views. Its basic assumption is that no universal
set of strategic choices is optimal for all organizations and
circumstances (Ginsberg and Venkatraman 1985) but that
optimal strategy is subject to a certain set of organizational
and environmental conditions (Harvey 1982).
Contingency theory necessitates having a basis for classifying competitive settings—hence the need for contingency variables. Environmental factors such as cultural
and social environment, political and legal environment,
and economic environment are usually identified as contingency variables; organizations have little or no control
over such variables (e.g., Biggadike 1981). However,
Hambrick and Lei (1985) argue that organizational variables such as product differentiability, asset mix, and
cost-effectiveness that are relatively fixed in the short run
can also be considered contingency variables. Therefore,
researchers clearly have adopted a broader meaning of
contingency by considering factors responsible for differences in strategy outcomes as contingency variables. On
the basis of that broader interpretation, we argue that our
conceptual model can be considered a contingency framework because it incorporates factors responsible for variations in entry mode choice.
Salient Features of the Model
The proposed framework differs from previous models
of entry mode choice in several important ways. First, the
entry choice models by Douglas and Craig (1995), Goodnow (1985), and Root (1994) suggest that the same variables apply equally to goods and services. However,
researchers broadly agree that there are important differences between goods and services (Zeithaml, Parasuraman, and Berry 1985). Our framework treats product
classification as an important contingency factor influencing entry mode choice, with external and organizational
factors moderating the influence of service classification.
Although important, the direct effects of internal and external factors—independent of service classification—are
not the focus of our research as they have been examined
previously.
The second salient feature of the proposed framework
is that it accommodates both goods and services. Hitherto,
entry models have treated goods or services separately,
thus ignoring the areas of overlap between the two. Such
areas are represented by services embedded in goods or
delivered through technological vehicles (e.g., music cas-
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settes, radio programs, and television programs). Hence,
the boundaries between goods and services are not always
clear; many goods have a significant service component,
and many services have a significant goods component
(Bhagwati 1984). That point is captured by Shostack’s
(1977) molecular model, which characterizes services as
intangible-dominant entities. In other words, a product
whose source of core benefit is intangible is a service
(Berry and Parasuraman 1991).
The third distinguishing feature of the proposed framework is that it allows further division of each product class.
For example, internationally traded services can be divided into hard services (separable services; e.g., music
cassettes) and soft services (inseparable services; e.g.,
project management), as explained subsequently (Erramilli 1990). Such subcategories of a product are likely to
influence entry mode strategies also.
In short, the proposed model is consistent with the observations by Root (1994), Hill, Hwang, and Kim (1990),
and others that the entry mode choice is the net effect of
several factors, some of which are in conflict. We next
briefly describe the building blocks of the model and how
they help us to explore foreign entry mode choices of service firms.
Product Classification
In general, models of international entry mode choice
recognize product characteristics as among the determinants of that choice. However, many of those models focus
on one kind of product characteristics—the micro type
(for an example, see Goodnow 1985). Micro characteristics of products are item-specific attributes such as composition, weight/value ratio, packaging, brand name or
image, technology, and so forth. They differentiate goods
or services of the same kind from one another.
Product characteristics can also be viewed in macro
terms. The macro characteristics of a product are the attributes that distinguish classes of products from one
another. For instance, characteristics such as perishability,
tangibility, separability, and heterogeneity distinguish
services from goods (Zeithaml et al. 1985).
Both macro and micro characteristics of a product are
important for entry mode choice. The macro characteristics of a firm’s product allow managers to target specific
entry modes and determinants as inputs in selecting an optimal entry mode. Micro characteristics, on the other hand,
distinguish the firm’s product from similar products; they
reflect the proprietary content of the product. For example,
a need to protect the proprietary content of a product may
make a firm select sole ownership as an entry mode (Anderson and Gatignon 1986).
Service Classification
Extant classification schemes for services (e.g., Bateson 1992; Lovelock 1983; Mills and Margulies 1980; Stell
and Donoho 1996) are not appropriate for grouping inter-
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TABLE 2
Characteristics of Manufactured Goods, Hard Services, and Soft Services
Product
Manufactured goods
Hard services

Soft services

Examples

Characteristics

Toys, automobiles, and shoes

Tangibility, storability, separability,
homogeneity
Computer software, advertising, Intangibility, storability, separability,
and equipment leasing
homogeneity, depends on a physical
object for storage and export
Restaurants, lodging (hotels),
Intangibility, perishability, inseparability,
and health care (hospitals)
heterogeneity

nationally traded services, especially for use in analyzing
and explaining entry modes in foreign markets. For example, Lovelock’s (1983) classification scheme for services
allows education (an exportable service) and psychotherapy (a nonexportable service) to be placed in the mentalstimulus category. For analyzing and explaining entry
mode in foreign markets, this classification of education
and psychotherapy violates an important criterion of a
good classification scheme: classes must be mutually exclusive (Hunt 1991). To address this problem, researchers
have developed classification schemes for international
services.
Erramilli (1990) divided internationally traded services
into two groups: hard service and soft service. A hard service (e.g., life insurance, music, architectural design, or
education) permits separation of production and consumption. Therefore, a hard service can be exported. It does not
require movement of producer to consumer, or vice versa,
for consumption. A hard service has both a manufactured
good component and a service component. However, like
any other type of service, the primary source of utility to
the consumer is the service element of the product. The
goods component of a hard service is incidental to the
service; the goods element often serves as a storage medium or a vehicle for transmission. In contrast, a soft service (e.g., food service, health care, or lodging service)
requires simultaneity of production and consumption. It
requires physical proximity between the service provider
and consumer (e.g., health care) or the consumer’s possession being serviced (e.g., automobile, lawn, and laundry).
The classification scheme developed by Sampson and
Snape (1985), Patterson and Cicic (1995), Clark et al.
(1996), or Lovelock and Yip (1996) for internationally
traded services can be compressed into the hard services/
soft services classification scheme of Erramilli (1990).
According to Sampson and Snape (1985), the standard
theories of international trade (developed mainly for
manufacturing) are generalizable to hard services but not
to soft services. In the Patterson-Cicic scheme, locationbounded customized projects and value-added customized
services (characterized as high client-contact services;
e.g., accommodation services and project management)
are soft services, while location-free professional services
(characterized as low client-contact services; e.g., product
design services and distance education courses) are hard

Typical Entry Mode Options
Licensing, exporting, foreign manufacturing
agreement, joint venture, sole ownership
Licensing, exporting, management contract,
joint venture, sole ownership
Franchising, management contract, joint
venture, sole ownership

services. In the Clark-Rajaratnam-Smith scheme,
vehicle-based and object-based services are hard services
(e.g., computer services and video cassettes), whereas
contact-based and asset-based services are soft services
(e.g., hotels and project management). And in the
Lovelock-Yip scheme, people-processing services (e.g.,
health care) and possession-processing services (e.g., car
repair) are soft services, while information-processing
services (e.g., education) are hard services.
The fundamental difference between a service
(whether hard service or soft service) and a manufactured
good is intangibility (Zeithaml et al. 1985). A soft service
becomes a hard service once the production and consumption of the soft service can be decoupled. Table 2 outlines
the major characteristics of manufactured goods, hard
services, and soft services. It provides examples of each
group and lists typical entry mode options available to
each product group and provides examples of each group.
The hard service/soft service classification scheme
meaningfully reduces the large diversity of the service sector and uncovers useful insights about international entry
modes that extend beyond the individual service industries. It also suggests explanations for the observed similarities and dissimilarities between the entry mode
behavior of some service businesses and manufacturing
businesses.
Foreign Market Entry Modes
and Levels of Involvement
Usually, selection of entry mode involves two steps: (1)
determining the location of production facilities, and (2)
deciding the firm’s level of involvement in, or control of,
the operations of the foreign subsidiary. In Step 1, a manufacturing business or a hard service business chooses between exporting and production in the target foreign
market. Soft service businesses do not have the export option (Sampson and Snape 1985). Consequently, softservice businesses must focus on Step 2—choosing between full-control or high-involvement modes and
shared-control or low-involvement modes. Inability to use
the export option has a significant impact on how soft services enter foreign markets because each entry mode is
as sociated wia certain level of risk-return tradeoff.
Table 3 summarizes the characteristics of foreign mar-
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TABLE 3
Characteristics of Foreign Entry Options of the Service Sector
Entry Mode
Licensing/franchising
Exporting (indirect, agent/distributor)
Management contract
Joint venture
Sole ownership

Involvement/Control
1 (lowest)
2
3
4
5 (highest)

Cost

Dissemination Risk

Low
Low
Low
Moderate
High

Returns

High
Low
Moderate
Moderate
Low

Low
Low
Low
Moderate
High

SOURCE: Based partly on Erramilli and Rao (1990); Douglas and Craig (1995); Lovelock (1983, 1996); and Hill, Hwang, and Kim (1990).

ket entry mode of service businesses in terms of involvement/
control, investment cost, dissemination risk, and returns
on investment.
As Table 3 indicates, each entry mode is associated
with a certain level of investment risk, resource commitment, and involvement or control (Calvet 1984; Caves
1982). Normative decision theory suggests choosing the
entry mode offering the highest risk-adjusted return on investment from the feasible entry options (Agarwal and Ramaswami 1992). Hence, the basic criterion used to
evaluate entry modes is the level of control or involvement
each mode affords the entrant (Anderson and Gatignon
1986; Erramilli and Rao 1990). Control is often the single
most important factor that determines both risk and return
(Anderson and Gatignon 1986). Control refers to authority
to influence or direct the activities or operations of a foreign subsidiary, while involvement refers to the level of
market-specific managerial and financial resources committed to a foreign subsidiary by a firm (Anderson and Gatignon 1986; Erramilli and Rao 1990). Usually, there is a
very strong correlation between a firm’s level of involvement in a foreign subsidiary and the firm’s control of the
subsidiary (Anderson and Gatignon 1986). Therefore, involvement is used interchangeably with control in this article. Thus, the higher a firm’s level of involvement in the
foreign subsidiary, the higher the firm’s participation in, or
the firm’s closeness to, the foreign market.
Entry mode choices also can be visualized as points on
a continuum based on the entrant’s distance from the foreign market. Sole ownership is the closest to the market,
followed by joint venture, management contract, exporting (i.e., agent/distributor exports), and licensing/
franchising. This ordering of entry modes accords with
how the international marketing literature typically treats
entry modes in terms of levels of involvement (e.g., see Erramilli and Rao 1990).
The three broad entry modes for services are exporting,
contractual arrangement (joint venture, licensing/franchising,
and management contract), and sole ownership (Vandermerwe and Chadwick 1989). Sole ownership, joint
venture, franchising, and management contract often require production in the host market, through either local
partners or direct investment in production facilities in the
local market. Exporting of services is somewhat different
from that of goods because services are intangible. While
exporting of goods involves exporting an object to the target market, exporting of a service requires embodying the

service in a storage medium, such as cassettes or books,
and exporting the service-embedded object; or using a vehicle such as satellite stations or telephone wires to export
the service to consumers in foreign locations. For example, television programs may use satellite stations to reach
viewers in foreign countries. Similarly, processed data can
be transmitted across national borders via telephone wires.
SERVICE CLASSIFICATION
AND ENTRY MODE CHOICE
Entry Mode Choice of Hard Services
The first three studies listed in Table 1 suggest that the
determinants of foreign market entry mode of manufactured goods are generalizable to services. Because hard
services share separability of production and consumption
with manufactured goods, we are not surprised that the
studies found some similarities in entry behavior between
goods and some services. Hard services that can be captured in storage media, such as cassettes, compact disks,
and books, are likely to be viewed as manufactured goods
by importing countries and treated as such in terms of tariffs, custom duties, and so forth (Sampson and Snape
1985). Also, some hard services can be efficiently massproduced and standardized because of separability of production and consumption, and thus have some competitive
cost advantage.
The study by Agarwal and Ramaswami (1992) involved the equipment-leasing industry, a hard-service industry. The findings that there was no significant
difference in entry choices between manufactured goods
and equipment-leasing services support our position that
hard services behave like goods in the choice of foreign
market entry modes. In equipment leasing, the physical
equipment, like a storage medium, embodies the service.
The lessee pays rent for the service provided by the equipment, and the physical equipment is returned to the lessor
at the end of the lease. Equipment leasing does not require permanent presence of the supplier in the local market simply because a hard service, like other services, is
intangible.
The studies by Terpstra and Yu (1988) and Weinstein
(1977), listed in Table 1, found no significant difference
between advertising firms and manufacturing firms in foreign investment behavior. Although Erramilli and Rao
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(1990) listed advertising as a soft service, it qualifies as a
hard service according to their own definition and our
framework. Advertising is exportable. It can be beamed
across national borders by radio or through television satellite stations. For example, commercials from some radio
stations in the United States or Canada can reach consumers in both countries. Furthermore, the tasks of most advertising firms, such as writing copy, budgeting, planning,
buying media, buying research, and so on, can be performed outside the target market. Therefore, the finding of
no significant difference between the entry behavior of advertising and that of manufactured goods is consistent with
the prediction of our model. Clearly, separability of production and consumption helps explain the observed similarities in entry mode choice between hard services and
manufactured goods.

tives, first discussed by Weinstein (1977). Service firms
that accompanied their home country client abroad were
already experienced in their market niche and were ready
to adopt sole ownership in the foreign market from the
start. Perhaps as firms gained some experience, caught the
attention of regulators, or tried to avoid such attention,
they were willing to team up with local firms. Later, after
gaining extensive international experience and becoming
more confident in coping with the risks of sole ownership,
those firms favored wholly owned subsidiaries. Irrespective of the explanation of the U-shaped phenomenon, the
important point is that it is different from the pattern found
for manufacturing firms.
Client following and market seeking are found to be
among the major factors underlying the entry mode choice
of service firms in foreign markets (Erramilli and Rao
1990). Client following was found to be the main motivation of advertising agencies and banks that went abroad
(Nigh, Cho, and Krishnan 1986; Terpstra and Yu 1988).
Also, Erramilli and Rao (1990) found that a greater proportion of market-seeking soft-service firms (compared
with hard-service firms) adopted entry modes involving
collaboration with external entities.
Although it is clear that entry mode choices of hard
services will be different from those of soft services, empirically the difference can manifest in several ways. To illustrate, we assume a simplified involvement continuum
of licensing/franchising, exporting, management contract,
joint venture, and sole ownership. As soft services cannot
choose export, the other options will be chosen more frequently. Under identical circumstances, if a hard service
chooses export, the soft service is likely to choose an entry
mode very close to export in terms of involvement (e.g.,
franchising, a more involved form of licensing). As Palmer
and Cole (1995) note, producers of soft services are an integral part of their product and require greater control over
the production process. Therefore, soft-service firms are
more likely to favor franchising, whereas hard-service
producers may adopt exporting as an arm’s-length mode of
operation. Although in this case there is no difference between hard services and soft services in their choice of
other entry modes with higher involvement, other scenarios may involve additional differences (e.g., more soft
services than hard services choosing joint venture as described in some forthcoming propositions).

Proposition 1: Foreign market entry mode choice does
not differ significantly between hard services and
manufactured goods.
Entry Mode Choice of Soft Services
Inseparability of production and consumption is at the
center of differences in entry behavior between soft services and hard services (Erramilli and Rao 1993). Inseparability often necessitates production of services at the
consumption sites, or close buyer-seller interaction (Gronroos 1983). The provider and the consumer of a soft service must be in physical proximity during its consumption.
For example, the delivery of soft services by hospitals, hotels, restaurants, and health care facilities requires physical proximity between provider and consumer (Erramilli
and Rao 1990; Sampson and Snape 1985). Soft services
must depend on nonexport modes, such as sole ownership,
joint venture, franchising, or management contract for foreign market entry. As a result, soft-service providers face
special risks in foreign markets in that they must meet consumers on foreign soil from the first day without the benefit of experience from gradual internationalization that
exporting provides (Carman and Langeard 1980).
Several studies on the entry behavior of service firms
have identified certain characteristics that are unique to
soft services. Erramilli (1991) found a U-shaped relationship between experience and desired control in the choice
of entry mode by service firms. Manufacturing firms follow a linear pattern in their entry behavior, favoring lowcontrol modes of operation, such as exporting, when they
first engage in international marketing and preferring sole
ownership once they gain more international marketing
experience. In contrast, the U-shaped pattern of the service
firms suggest that they prefer sole ownership during the
early years of their foreign market experience; favor
shared-control operating modes, such as joint venture, as
they gain some international experience; and revert to sole
ownership once their international experience becomes
extensive. Erramilli’s (1991) explanation for the U-shaped
pattern was lack of experience. However, other explanations have been suggested, such as client-following mo-

Proposition 2: Foreign market entry mode choice differs
significantly between soft services and hard services.
Propositions 1 and 2 highlight the importance of product classification in identifying feasible entry modes and
relevant entry determinants. Given that variations can occur within manufactured goods, soft services, and hard
services, the propositions can be considered aggregate
predictions based on the representative behavior of those
three groups. The assumption in the propositions is that all
other contextual factors remain the same. In reality, however, contextual factors seldom remain the same across
markets or entry decisions. Other factors may intervene to
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force a hard service to adopt the same entry mode as a soft
service or vice versa. Therefore, we next examine factors
that moderate the difference between the entry mode
choices of hard services and soft services. Although the
discussion pertaining to hard services is applicable to most
manufactured goods, we primarily consider the distinction
between hard services and soft services both for parsimony and to maintain focus on services.
MODERATING ROLE
OF EXTERNAL FACTORS
External factors are variables over which the organization has little or no control. They include (1) host country
market factors, (2) political and sociocultural factors, (3)
economic infrastructure, (4) trade barriers, and (5) home
country factors (Douglas and Craig 1995; Goodnow
1985). These factors go beyond what Dunning (1988)
characterized as location advantages in his eclectic framework to include the firm’s domestic country as an important moderating influence on a firm’s entry mode
selection.
In addition to moderating the impact of service classification on entry mode choice, external factors also have direct influence on entry mode choice. The direct impact is
through the delineation of levels of control, degree of risk,
resource commitment, and level of return associated with
each mode of operation (Douglas and Craig 1995). Our
concern here is with how external factors moderate the impact of service typology on entry mode choice by altering
the number of feasible entry mode alternatives available to
services in an entry situation. Theories of entry mode
choice suggest that attractive external environments encourage firms to favor sole ownership. But unattractive environments lead to significant difference in entry mode
choice between hard services and soft services. These
differences will be the main focus of the propositions that
follow.
Host Country Market Factors
Market potential. Host country’s market potential has
been found to be among the most important determinants
of foreign direct investment (FDI) (Aharoni 1966). Typically, a large foreign market attracts FDI (Agarwal 1994).
Firms tend not to commit substantial resources to a foreign
market with low potential or high demand uncertainty
(Harrigan 1983). In such a market, they appear to favor entry modes that require low involvement, such as licensing/
franchising, management contract, and exporting (Kim
and Hwang 1992).
The preceding discussion suggests that the difference
between the entry mode choices of hard and soft services
in a large foreign market may be slight because both will
favor high-involvement entry modes, such as joint venture
or sole ownership. However, we expect a significant difference in entry mode choice between hard-service firms and
soft-service firms in a small foreign market. As Hill et al.
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(1990) note, uncertainty about future demand may make
companies unwilling to invest substantial resources in
small host markets, thus compelling companies to favor
modes of operation that represent greater distance from the
target foreign market, for example, exporting, licensing/
franchising, and a management contract. Soft services are
more likely to prefer franchising or a management contract as entry mode in such a market, while hard services
prefer exporting. For instance, Dunning (1988) found that
about 63 percent of hotels in developing countries are involved in a management contract between local investors
and foreign hotel organizations.
Proposition 3: The smaller the size of a foreign market,
the greater the difference in level of involvement in a
foreign market during market entry between hardservice firms and soft-service firms: soft-service
firms are more likely to adopt franchising or a management contract, and hard-service firms are more
likely to adopt exporting.
Market structure. Research shows that market structure
influences business conduct, which, in turn, influences
performance (Hatten, Schendel, and Cooper 1978). The
market structure of a foreign market may be competitive
(many nondominant firms), oligopolistic (a few dominant
firms), or monopolistic (a single dominant firm) (Root
1994). In a competitive market, a new entrant is more
likely to adopt an entry mode requiring low resource commitment (Anderson and Gatignon 1986; Kim and Hwang
1992). Strategic management literature recommends that
firms not engage in operations that require substantial resource commitment when the intensity of competition in a
market is high because such a market tends to be less profitable (e.g., Harrigan 1985a, 1985b). Transaction cost
analysis also supports adopting shared-control mode of
entry in a competitive market (Anderson and Gatignon
1986). Hence, a competitive market structure tends to attract exporting and licensing. But oligopolistic or monopolistic markets require sole ownership to enable the
new entrant to compete adequately against the dominant
firm(s) (Root 1994).
Because oligopolistic and monopolistic markets require sole ownership, we do not expect any significant difference in entry mode choice between hard services and
soft services when entering such markets. However, we
expect a significant difference in how the two classes of
services enter a competitive market because such a market
structure may force an entrant to move away from sole
ownership. Hard services are more likely to favor exporting when entering a competitive market, while soft services favor franchising and joint venture.
Proposition 4: The more competitive a foreign market,
or the greater the number of nondominant firms in a
foreign market, the greater the difference in level of
involvement in the market during market entry between hard-service firms and soft-service firms:
soft-service firms are more likely to adopt franchis-
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ing or joint venture, and hard-service firms are more
likely to adopt exporting.

(for integrative reviews, see Kerin, Varadarajan, and Peterson 1992; Nakata and Sivakumar 1997). In general,
however, a poor marketing infrastructure is more likely to
favor entry modes that represent greater distance from the
market.

Resistance by local business. Resistance to outsiders
may come from industrial associations, organizations with
specific and restrictive membership requirements, professional accreditation bodies, and so on. For example, to become a certified public accountant in the United States, a
person must receive an accounting education from a recognized local school of business and pass a professional
examination. That requirement puts foreign-trained accountants at a disadvantage (Dahringer 1991). To engage
in accounting service, a foreign firm must hire locally
trained accountants or join with a local accounting firm.
Furthermore, establishing a wholly owned subsidiary in a
foreign country may not be possible if local firms belong
to industrial groups that do not tolerate outsiders, thus
forcing investors to rely on licensing, franchising, management contracts, or joint ventures to participate in the
market. Therefore, we do not expect a significant difference in the choice of entry mode between hard services
and soft services in a market in which industrial groups resist outsiders. However, we expect some differences between hard services and soft services in their choice of
low-involvement entry modes when entering a market in
which there is resistance to outsiders. Soft services are
more likely to favor franchising in such a market because
of the greater need to be an integral part of the service
production process, while hard services are more likely
to favor exporting.
Proposition 5: The greater the resistance to outsiders by
local organizations in a foreign market, the greater
the difference in level of involvement in the market
during market entry between hard-service firms and
soft-service firms: soft-service firms are more likely
to adopt franchising, and hard-service firms are
more likely to adopt exporting.
Marketing infrastructure. Firms accustomed to a good
supporting infrastructure in their home market may find a
weak supporting infrastructure in the target foreign market; when they do, they must make some adjustments in
their operations (Terpstra and Sarathy 1994). For example,
an exporting company may be forced to establish an export
subsidiary in the local market when there is no good local
agent or when distributors are already committed to other
firms (Root 1994). The more adequate the commercial and
financial infrastructure is, such as advertising agencies,
marketing research companies, and credit and banking facilities, the better the firm is able to focus on its marketing
task. Generally, a weak marketing infrastructure favors an
entry mode that involves low resource commitment (Terpstra and Sarathy 1994). However, aggressive pioneering
firms that have deep pockets may take risks by adopting
FDI even in a country with weak infrastructure if the expected long-term market growth potential is high (Agarwal and Ramaswami 1992). Detailed discussion of
pioneering advantages is beyond the scope of this article

Proposition 6: The weaker the marketing infrastructure
of a foreign market, the greater the difference in
level of involvement in the market during market entry between hard-service firms and soft-service
firms: soft-service firms are more likely to adopt
franchising or a management contract, and hardservice firms are more likely to adopt exporting.
Political and Sociocultural Factors
Political stability. Political stability refers to a political
system that allows representation of major elements of its
people, has the confidence of its people, has a stable government, creates conditions for continuity and growth of
businesses, and encourages private enterprises (Goodnow
and Hansz 1972). Such a political system attracts foreign
equity investment. In contrast, political instability deters
foreign investment. Local political instability is often reflected in frequent government changes, military coups, riots, insurrections, worker strikes against the national
authority, and so forth (Goodnow and Hansz 1972; Green
and Cunningham 1975). For instance, a government that
frequently reverses previous decisions discourages investment from abroad. A case in point is the recent experience
of an Enron power project in India; the deal was agreed on
by one government, then canceled and reinstated under
different terms by a subsequent government. Foreign firms
are more likely to be cautious with equity investment in
countries such as Cambodia, Nigeria, and the Philippines
because of recent political unrest.
Political instability is likely to have a greater impact on
the entry decision of soft services because of the need for
physical proximity between provider and consumer. Soft
services must either avoid unstable countries or engage in
franchising or management contracts. Hard services may
be able to trade from a distance (via exporting) with such
countries until the political climate improves sufficiently
to make FDI less risky.
Proposition 7: The higher the level of political instability
in a foreign market, the greater the difference in
level of involvement in the market during market entry between hard-service firms and soft-service
firms: soft-service firms are more likely to adopt
franchising or a management contract, and hard
services are more likely to adopt exporting.
Cultural distance. Cultural distance encompasses differences in language, work ethic, social structure, ideology, and so on between the home country and the host
country (Goodnow 1985). Although a universally acceptable measurement of national culture has eluded researchers, scholars have tried to explain the variability in culture
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in terms of power distance, uncertainty avoidance, gender
roles, individualism, and long-term orientation (Bond et al.
1987; Hofstede 1980). Kogut and Singh (1988) found that
the effect of cultural distance and uncertainty avoidance is
to increase the likelihood of favoring joint venture over
sole ownership.
Firms are most likely to adopt entry modes that require
high resource commitment when the cultural gap between
their domestic market and the local market is minimal. As
Root (1994) notes, the preference for equity investment by
U.S. firms in Canada is partly the result of similarity in culture between Canada and the United States. Because most
soft services require frequent and close interaction between supplier and consumer (Dahringer 1991), cultural
factors are likely to have a greater impact on the choice of
FDI by soft services than hard services. Soft services are
more likely to favor franchising, a management contract,
or joint venture in foreign markets culturally different
from their home markets, while hard services favor exporting in such a market.
Proposition 8: The greater the cultural distance between
a firm’s home country and the host country, the
greater the difference in level of involvement during
market entry between hard-service firms and softservice firms: soft-service firms are more likely to
adopt franchising, a management contract, or joint
venture, and hard-service firms are more likely to
adopt exporting.
Economic Infrastructure
A host country with good economic performance attracts FDI. In contrast, a poor physical infrastructure, a
high inflation rate, and a low technological capability discourage FDI. Also, adequate currency reserves, low foreign debt percentage, favorable balance-of-payment trend,
easy currency convertibility, and positive long-term capital inflow trend in a host country may encourage firms to
adopt entry modes that involve high resource commitment
(Terpstra and Sarathy 1994).
The economic infrastructure of a host country is important to manufacturing firms and service firms alike. Good
performance of production and marketing tasks requires
not just a commercial infrastructure but also a physical infrastructure (Douglas and Craig 1995). A poor economic
infrastructure may lead to a substantial difference in the
choice of entry mode between hard and soft services. A
hard-service firm or a manufacturing firm can trade with
markets with an inadequate economic infrastructure from
a distance via exporting. Soft services, because they must
be present in the local market, may have to adapt their operations to available facilities and supporting services,
adopt a franchising or management contract mode, or
avoid the market altogether. They may elect to stay out of
the market if franchising or management contracting is not
feasible. Furthermore, the number of service industries
present in a country appears to correlate positively with the
level of economic development. Highly industrialized
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countries appear to have the greatest number of service industries. Generally, a poor economic infrastructure is
likely to reduce the number of sole ownership ventures in
favor of joint ventures, exporting, management contracts,
and franchising.
Proposition 9: The weaker the economic infrastructure
of a foreign market, the greater the difference in
level of involvement during market entry between
hard-service firms and soft-service firms: softservice firms are more likely to adopt franchising or
a management contract, and hard-service firms are
more likely to adopt exporting.
Trade Barriers
One reason cited for the observed difference in entry
mode choice between goods and services is trade barriers
(Dahringer 1991). Services appear to face more trade restrictions than manufactured goods because trade in goods
has been facilitated by international trade agreements for
centuries (Merritt 1986). Also, the close cultural link between a society and the services offered in it is largely responsible for barriers to the entry of foreign service
providers and local laws restricting foreign participation
(Kenen 1989).
Barriers to international services may be direct (tariff)
or indirect (nontariff) (Dahringer 1991). Tariff barriers involve import taxes on services such as movies, computer
software, music cassettes, compact disks, books, and television programs. Nontariff barriers include product regulation, laws favoring the purchase of local products,
exchange control, and direct government competition. As
Weigand (1985) points out, some countries make it difficult for foreign firms to invest in their markets by requiring
documentation of how the venture would benefit the country in terms of job creation, foreign exchange generation,
local partnerships, and so on.
The main impact of trade barriers is to limit the entry
mode options of all foreign entrants including manufactured goods. Tariff barriers tend to make imported goods
and services more expensive than their local counterparts,
thus favoring local production. Nontariff barriers may
force foreign entrants to go into partnership with local providers, thus favoring contractual agreement as a mode of
entry (Douglas and Craig 1995). In this kind of entry situation, dissimilarities in entry mode choice between hard
services and soft services are likely to manifest in their
choice of low-involvement entry modes. Hard services are
likely to favor licensing, while soft services favor a management contract and franchising.
Proposition 10: The higher the level of trade barriers in a
foreign market, the greater the difference in level of
involvement in the market during market entry between hard-service firms and soft-service firms:
soft-service firms are more likely to adopt franchising or management contract, and hard-service firms
are more likely to adopt licensing.
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Home Country Factors
Market size. Porter (1990) highlights the importance of
home country market size as a major source of competitive
advantage. Organizations with a home base in large, demanding, and sophisticated markets are often innovative
and competitive (Erramilli 1996). For example, the U.S.
economy has bestowed special competitive advantages on
its domestic firms by virtue of its size, resources, infrastructure, and government policy (Lall and Siddharthan
1982). Also, a large domestic market helps its firms in international business to be relatively larger than their competitors from other countries in terms of financial
resources, technology, management skills, production capacity, and marketing expertise. Firms originating from industrialized countries with large markets are more likely to
favor FDI than firms from small-market countries (Erramilli 1996). Under such circumstances, service firms, just
like manufacturing firms, are more likely to favor locating
production facilities in the host country regardless of the
service category, thereby reducing the difference between
the entry mode choices of hard services and soft services.
A small domestic market may be a disadvantage in developing the kind of organizational capabilities that a large
domestic market promotes. To develop capabilities to operate successfully in international markets, we expect
service firms with small home markets to engage in joint
ventures. The international business literature is increasingly paying attention to the notion of international collaboration for the purpose of developing a firm’s
capabilities (Hamel 1991; Kogut 1988; Mody 1993).
However, since soft services must have a presence in the
local market, they are more likely to favor joint ventures
for developing foreign marketing capabilities. Hard services may be able to acquire such capabilities gradually
through exporting.
Proposition 11: The smaller the home market of a service
firm, the greater the difference in level of involvement in foreign markets during market entry between hard-service firms and soft-service firms:
soft-service firms are more likely to adopt joint ventures, and hard-service firms are more likely to
adopt exporting.
Oligopolistic reaction. When the competition in the
home country is oligopolistic, the foreign investment
behavior of a firm often elicits similar behavior from
domestic rivals. Evidence of that pattern abounds in manufacturing FDI (Terpstra and Yu 1988), prompting Root
(1994) to argue that the desire for competitive equilibrium
may explain why U.S. firms in oligopolistic industries account for a substantial proportion of U.S. investment
abroad. If foreign investment by a domestic rival threatens
competitive balance at home, rival firms invest abroad to
restore domestic competitive equilibrium (Watson 1982).
Sometimes, oligopolistic influence crosses national
boundaries in industries that consist of a limited number of
global players. As a result, the action of one player in one
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national market may have repercussions in other national
markets (Kim and Mauborgne 1988). Terpstra and Yu
(1988) found that U.S. advertising agencies reacted oligopolistically in their FDI behavior. Similarly, Davidson
(1980) observed that firms in the same industry are likely
to invest where their competitors have invested before. In
other words, similarity in firms’ behaviors is not limited to
firms in oligopolistic industries, despite its common occurrence in such industries. Because an oligopolistic market structure encourages FDI, hard services and soft
services in an oligopolistic industry at home will tend to
favor FDI (i.e., sole ownership and joint venture).
Proposition 12: The greater a service firm’s domestic
market is characterized by oligopolistic competition, the smaller the difference in level of involvement in a foreign market during market entry
between hard-service firms and soft-service firms:
both hard-service firms and soft-service firms are
more likely to adopt sole ownership or joint venture.
MODERATING ROLE
OF INTERNAL FACTORS
Internal factors (alternatively called “organizational
factors”) are a source of a firm’s strategic posture. A wide
variety of organizational factors have been examined in
the international-entry literature, including (1) product
factors, (2) corporate goals and objectives, and (3) corporate strengths and weaknesses (Douglas and Craig 1995;
Goodnow 1985). These factors fall under Dunning’s
(1988) ownership advantages and internalization advantages. Unlike external factors, the firm can shape and control its internal variables. Internal factors are firm specific,
and they reflect a firm’s competitive advantage.
Protection of Proprietary Assets
A major product-related factor influencing market entry strategies is the proprietary nature of a firm’s assets.
One type of proprietary asset is the technological content
of the product. Davidson (1982) observed that a high technological content causes companies to prefer modes of operation that involve complete control and ownership of
foreign affiliates. A high technological content gives the
company strategic strength that affords both market power
and bargaining power, and makes local partnership unnecessary. In other words, the desire to restrict the diffusion of
proprietary assets in a high-technology product encourages a firm to insist on a mode of operation that enables it
to protect such know-how.
A service firm, regardless of whether its offerings are
soft or hard, is more likely to adopt the sole ownership
mode when it wants to protect its proprietary assets. Although some hard services are protected by copyright
laws, intellectual property laws are not uniform throughout the world; in fact, they may not be enforced in some
countries when the product is of foreign origin. For exam-
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ple, counterfeiting of American products, such as movies,
music, computer software, and books, has been a major
problem for American firms (Rosenbaum 1995; Specter
1995). One way to contain or deter such problems is to establish a presence in countries that have potential for intellectual property violation. Firms without the resources to
establish a local presence in a foreign market by adopting
sole ownership often use licensing to protect their intellectual property in the market. However, licensing may create
future competitors in that market. When a local partnership would make the risk of disseminating proprietary assets very high, the company is likely to adopt sole
ownership or avoid the market altogether. Therefore, protecting proprietary assets strengthens the propensity for
sole ownership.
Proposition 13: The larger the proprietary asset content
of the service offering, the smaller the difference in
level of involvement in a foreign market during
market entry between hard-service firms and
soft-service firms: both soft-service firms and
hard-service firms are more likely to adopt sole
ownership.
Corporate Goals and Objectives
Corporate goals and objectives determine the motive
for foreign market entry as well as the required level of
control to achieve a firm’s objectives in the foreign market.
Generally, firms with limited goals and objectives favor
entry modes involving minimal commitment of resources,
while firms with aggressive goals and objectives favor entry modes that involve substantial resource commitment
and control over the foreign subsidiary (Douglas and Craig
1995).
Motives for foreign entry. As noted before, the
international-entry literature has identified client following and market seeking as important motives that may underlie a firm’s entry into a foreign market. Service firms
that follow their domestic client abroad are known to favor
FDI (Terpstra and Yu 1988). This is also true for manufacturers that enter foreign markets to serve foreign subsidiaries of their domestic clients. For example, Banerji and
Sambharya (1996) found that affiliate Japanese firms
adopted FDI when they followed their domestic clients
into the U.S. market. Client followers face less competitive
pressure and risk because of the protection provided by
their domestic clients in terms of a ready market for their
product.
In contrast, service firms that go abroad in search of local markets face greater competition and business risks;
they must compete with other companies for local customers from the first day. A hard-service business that goes
overseas in search of local customers can begin with exporting and upgrade to joint venture or sole ownership as it
gains more experience in the market. But a soft-service
business must establish a local presence in its foreign market through sole ownership, joint venture, or franchising.
Again, the difference in entry mode choice between hard
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services and soft services that go abroad to seek local customers is more likely to be in their choices of lowinvolvement entry modes. In other words, the difference in
entry mode choice between hard services and soft services
is likely to be slight when they go abroad to serve subsidiaries of their domestic clients, but significant when they go
abroad to seek new local cosumers.
Proposition 14: The stronger the motive to serve new
host country clients using a low-involvement mode
of entry, the greater the difference in level of involvement in a foreign market during market entry
between hard-service firms and soft-service firms:
soft-service firms are more likely to adopt franchising or a management contract, while hard-service
firms adopt exporting.
Degree of control. The ideal mode of operation for any
company is one that gives the company full control of its
operations in the international market (Stopford and Wells
1972). Although large firms tend to favor sole ownership,
the important issue is the degree of control the managers
want over the activities of a new foreign affiliate (Douglas
and Craig 1995). Often, control is a function of the level of
resource commitment to the foreign venture. Entry modes
that require minimal resource commitment, such as licensing or indirect exporting, allow little or no control over the
marketing of the product abroad. A joint venture can limit
the original firm’s control over operations of the foreign
affiliate and also can become a source of conflict between
partners with divergent goals (Douglas and Craig 1995).
Sole ownership affords the most control but also requires
relatively substantial commitment of resources.
Desire for a high degree of control is expected to have
similar effects on the entry mode choices of hard services
and soft services. When a high level of control is desired,
both hard and soft services are likely to adopt sole ownership. When a low level of control is desired, their entry
mode choices will be significantly different because hard
services need not locate in the local market.
Proposition 15: The smaller the need for control of the
foreign affiliate, the greater the difference in level of
involvement in a foreign market during market entry
between hard-service firms and soft-service firms:
soft-service firms are more likely to adopt franchising, and hard-service firms are more likely to adopt
exporting.
Corporate Strengths and Weaknesses
Size. Firms need substantial financial and human resources to be able to engage in FDI. Such resources enable
firms to absorb marketing costs, enforce patents and contracts, and achieve economies of scale (Hood and Young
1979). The size of the firm is usually an indicator of the
firm’s ability to absorb such costs (Kimura 1989; Yu and
Ito 1988). Hence, large firms are likely to favor sole ownership or a joint venture. Large firms are not afraid to un-
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dertake a joint venture, as they are less concerned than
smaller firms about the possibility of exploitation by local
partners (Doz 1988).
Investment capital has been viewed as the key factor responsible for the difference between goods and services in
choice of entry mode (Erramilli and Rao 1993). Capital requirements are believed to be much lower for many services than they are for manufactured goods, thus making it
easier for those services to engage in FDI (Terpstra and Yu
1988). That belief may be true about the advertising industry, but services connected with airlines, shipping lines,
hospitals, banks, or hotels may require a substantial financial outlay. Moreover, low capital intensity is not generally
considered a unique characteristic of services (Bateson
1992).

perience of a service firm, the greater the difference
in level of involvement in a foreign market during
market entry between hard-service firms and softservice firms: soft-service firms are more likely to
adopt sole ownership, and hard-service firms are
more likely to adopt exporting.

Proposition 16: The larger the size of the investing firm,
the smaller the difference in level of involvement in
a foreign market during market entry between hardservice firms and soft-service firms: both softservice firms and hard-service firms are more likely
to adopt sole ownership or a joint venture in a foreign market.
International experience. Experience in international
business complements abundant resources. Relative corporate experience, often reflected in the ratio of foreign
sales to total sales, number of foreign markets currently
served, and knowledge of the host country, influences entry mode choice. Empirical evidence shows that the preference for sole ownership increases with cumulative
international experience (Gatignon and Anderson 1988;
Johanson and Vahlne 1977).
A firm with limited international experience that enters
foreign markets is likely to use a low-involvement mode of
operation, such as exporting, to gain experience before
getting involved in equity investment. However, when Erramilli (1991) examined the impact of international experience on the entry mode choice of services, he found a
U-shaped relationship between international experience
and the tendency to adopt sole ownership. Some explanations for that finding were offered in our preceding discussion. The important point here is that services in general
tend to favor a sole ownership venture as they accumulate
extensive international marketing experience. Furthermore, the U-shaped phenomenon is most likely to apply to
soft services. Because soft services must locate production
in the local market, inexperienced soft services are the
ones most likely to adopt sole ownership the first time they
enter a foreign market, especially if that market is culturally similar to their domestic market. Sole ownership gives
soft services rapid and worthwhile international marketing
experience. Hard services, in contrast, are likely to follow
a linear pattern, like manufactured goods, adopting exporting with inexperience and sole ownership with extensive
experience.
Proposition 17: The less the international marketing ex-

DISCUSSION
Empirical Testing of Propositions
Researchers have acknowledged the difficulties in conducting empirical research involving service firms in the
international context, particularly in obtaining complete
and reliable data from secondary sources and from statistically based samples (e.g., Erramilli and Rao 1990). The
discussion in this section is therefore necessarily broadly
based, with an aim of providing some guidelines for future
empirical research in this area.
Clearly, the unit of analysis is the foreign market entry
decision by an individual firm. International marketing researchers are faced with two challenges: (1) obtaining data
from a diverse set of companies, industries, and countries
to enhance the generalizability of their work and to examine the effect of as many moderating factors as possible;
and (2) having adequate cell sizes for each classification
variable to ensure the power of statistical tests. Given the
time, effort, and expenditure involved in international
marketing research, a single research study may not be sufficient to test all the propositions presented here. However,
parsimonious groups of propositions can be tested in a single study.
The primary dependent variable in this research stream
is the market entry mode chosen by a firm. Classification
of services into hard services and soft services can be done
by assessing the separability of production and consumption. That can be done by asking the respondent directly
(e.g., Erramilli and Rao 1993) or using expert judgment or
a combination of the two. The internal and external variables discussed here can be measured by methods used in
previous research. Information can be collected either
from externally available secondary sources (e.g., culture
factor scores for countries available from Hofstede 1980)
or from company records (e.g., percentage of sales coming
from foreign markets), or from the managers in respondent
companies (e.g., desired level of control), or it can be
based on expert judgment (e.g., resistance to outsiders).
Table 4 presents a list of variables and possible ways to operationalize them. As researchers continue to work in this
area, new and multiple measures for various constructs
will need to be developed and tested for their explanatory
and predictive power.
Testing the propositions will involve comparing the dependent variable (entry mode) across different conditions.
Some researchers have tried to place entry mode choices
on a continuum. For example, Erramilli and Rao (1990) ar-
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TABLE 4
Variables and Operationalizations
Variable
Type of service
Market potential
Competitive structure
of local market
Resistance to outsiders
Marketing Infrastructure
Political instability

Cultural distance
Economic infrastructure
Trade barriers
Home country market size
Oligipolistic reaction
Protection of
proprietary assets
Motive for foreign entry
Degree of control
Firm size
International experience

Operationalizations

Data Source

Hard service or soft service (based on separability)
Gross domestic product (GDP); GDP per capita; growth
rate of GDP; amount of imports
Number of existing competitors; number of potential
competitors; number of companies with more than 5%
market share
Extent of legal restrictions of foreign entry; ability of
industrial associations to restrict entry
Number of financial institutions; number of advertising
agencies; number of marketing research companies
Index of future political stability; index of past political
stability; number of changes in government in the last
10 years; military control; involvement in foreign conflicts
Hofstede’s cultural indexes; similarity of language;
social mobility
Adequacy of transportation system, communication networks;
energy supply
Foreign ownership restrictions; existence of local content
laws; existence of quotas; amount of duty on foreign goods
GDP; GDP per capita; index of industrial development
Number of competitors; similarity in market response
strategies
Desire for protection on a categorical scale; degree of
technological innovativeness of service measured as
high or low
Client following or market seeking
Nine-point ordinal scale or category scale
Corporate sales volume; asset base; number of employees;
number of product lines
Ratio of foreign sales to total sales; number of foreign
markets served; knowledge of the host country; foreign
travel by senior managers; average length of foreign
residency by senior managers; foreign language skill levels

M, E
S

Related References

M, E

Erramilli and Rao (1990)
Goodnow (1985); Root (1994); Terpstra and
Yu (1988)
Goodnow (1985)

S, E

Dahringer (1991); Root (1994)

S

Terpstra and Sarathy (1994)

S, E

S, E

Business International; Business Environment Risk Incorporated; Goodnow (1985);
Terpstra and Sarathy (1994); U.S.
Department of Commerce
Bond et al. (1987); Goodnow (1985);
Hofstede (1983)
Douglas and Craig (1995); Goodnow
(1985); Terpstra and Sarathy (1994)
Douglas and Craig (1995); Goodnow (1985)

S
E, M

Goodnow (1985); Root (1994)
Terpstra and Yu (1988)

M

Davidson (1982); Kim and Hwang (1992)

M
M
C, M

Erramilli and Rao (1990)
Douglas and Craig (1995)
Goodnow (1985); Terpstra and Yu (1988)

C, M

Goodnow (1985)

S
S

NOTE: S = secondary sources; C = company sources; M = manager’s response to questionnaires; E = expert judgment.

ranged the entry modes in an ordinal scale based on involvement (1 = lowest, 9 = highest). The entry modes in ascending order of involvement are licensing/franchising,
agent/distributor exports, direct-to-customer exports, export subsidiary, minority joint venture, 50-50 joint venture, majority joint venture, wholly owned subsidiary
acquired, and wholly owned subsidiary started from
scratch. Subsequently, the same researchers (Erramilli and
Rao 1993) collapsed the entry modes into two categories,
shared control mode and full control mode, but did not include export in their study. In our specific context, export is
the defining variable that distinguishes soft services from
hard services. Therefore, classification of entry options
must include export to be useful for our purposes. If a particular empirical study involves export and entry options
on only one side of export on the involvement scale proposed by Erramilli and Rao (1990), hypothesis testing
could be conducted simply by comparing the mean involvement scores for hard services and soft services. However, if entry modes are on both sides of export, the

involvement scale continuum as is cannot be used for
testing hypotheses. As a simple example, assume that 20
percent of hard services adopt a wholly owned subsidiary
mode (9 on involvement scale) and 80 percent adopt
direct-to-customer export (3 on involvement scale). Also
assume that 20 percent of soft services adopt wholly
owned subsidiary (9 on involvement scale), 40 percent
adopt minority joint venture (5 on the involvement scale),
and 40 percent adopt licensing (1 on the involvement
scale). Hard services obviously follow different entry
mode strategies than soft services, but using the involvement scale will not detect any difference because the mean
involvement score will be the same (i.e., 4.2) for hard and
soft services. Therefore, we need to adopt different methods for comparing hard services and soft services and for
studying differences between subgroups.
The appendix provides some illustrative mechanisms
for hypothesis testing. For simplicity of exposition, we
collapse the entry modes into four categories (franchising/
licensing, exporting, joint venture, and wholly owned op-

Downloaded from jam.sagepub.com at SAGE Publications on December 6, 2012

288

JOURNAL OF THE ACADEMY OF MARKETING SCIENCE

FALL 1998

erations). However, the procedures also could be used for
the nine-way classification of Erramilli and Rao (1990) or
any other classification derived by collapsing adjacent entry mode choices (note that the larger the number of cells,
the larger the sample size requirement).
Because the research focus, type of data available, and
sample sizes will vary across studies, we offer three methods of hypothesis testing. The simplest test (e.g., to demonstrate the difference between hard services and soft
services) involves showing that the ratio of exports for
hard services is statistically significant since the ratio is 0
for soft services (shown as Test 1 in the appendix). The
most complex test, however, must account for changes in
the relative preferences for other entry modes also. This
can be accomplished by comparing the pattern of entry
mode choice classification for one type of service (e.g.,
hard services) with the choice pattern for the other type
(i.e., soft services) by means of a chi-square test (Test 3).
Statistical tests of moderating effects of variables also follow the same pattern by performing tests to compare subgroups after dividing the total sample on the basis of the
median split of the appropriate moderating variable. To
improve confidence in the findings, multiple classification
schemes could be developed (e.g., using mean in place of
median, forming three groups rather than two groups,
etc.). As research in this area becomes more common,
more sophisticated methods are likely to be developed for
fine-tuned analysis and more detailed interpretations of
the data.

Our discussion takes the perspective of a firm marketing a single service in a single target market, which is not
unrealistic because (1) managers often need to plan the entry of each service offering into the target foreign market,
(2) success of one entry mode in a particular country may
not replicate with the firm’s other products in the same
country, and (3) an entry mode that is successful for a service offering in one foreign market may not be successful
for that offering in other foreign markets. However, many
entry decisions are made in multicountry and/or multiservice contexts, which call for a judicious compromise
between treating each service-market combination individually and considering the product-market mix in the
firm’s multinational and/or multiproduct entry strategies.
Technology-mediated marketing of goods and services
has been growing rapidly and is likely to redefine the conceptual frameworks used to study foreign market entry
modes in several ways. First, because of technological advances, distance is not a barrier to such services; they are
global from the start (Dahringer 1991; Root 1994). Therefore, the notion of a firm establishing itself in a given country before seeking foreign markets (the perspective used in
much of the existing research including our work) may
need some rethinking. Second, as transactions take place
in cyberspace, services often can enter a country without
permission or fear of detection. Such services often do not
go through the traditional steps of entering a foreign market (such as evaluation of market potential and examining
barriers to entry). This necessitates incorporating new
conceptualizations of entry barriers and evaluation of market potentials. Third, for some of these services, foreign
customers and domestic customers can be treated alike,
aside from perhaps having different fee structures. The net
result of technology proliferation in service delivery may
be to reduce the difference between a firm’s domestic and
foreign business operations, and this similarity between
domestic-market strategy and foreign-market strategy
must be incorporated in the framework.

Managerial Implications
The proposed framework, although subject to empirical verification, does offer some managerial guidance by
highlighting factors and issues that should be considered
in reviewing and evaluating alternative entry modes. For
instance, managers need to recognize the importance of
service classification in selecting an entry mode. Entry experience of the manufacturing sector should be applied
only selectively to services. Using the framework to evaluate a given foreign-entry opportunity also can reveal possible conflicts between entry determinants and thereby
promote a more comprehensive and deliberate decision
than would otherwise be the case.
The focus of our article has been to offer insights on a
service firm’s initial mode of entry in a foreign market. Because the mode of operation in a foreign market may
change with time, decision makers must remember that the
initial entry mode may be optimal only in the short term.
An appropriate entry mode therefore should allow for a
smooth transition to another mode of operation as necessitated by future market conditions and corporate objectives.
For instance, a company that finds exporting to be the optimal entry mode choice because of inexperience in international marketing may need to change its mode of operation
in the future to, say, sole ownership. Long-term goals and
objectives and the need for flexibility over time also
should be considered in choosing the initial mode of
operation.

Research Implications
Scholars have pointed out that too much attention has
been paid to analyzing the differences between the manufacturing sector and the service sector, and have called for
a redirection of research efforts to investigate differences
within services (Bharadwaj, Varadarajan, and Fahy 1993;
Swartz, Bowen, and Brown 1992). Our contingency
framework and propositions are aimed at addressing those
research needs. They highlight how analysis of differences
within services could provide a possible explanation for
the divergent views on the generalizability of the entry behavior of manufactured goods to services.
Researchers also should note the usefulness of appropriate classification schemes in studies related to international entry strategies. Arriving at an appropriate classification scheme is a first step in developing a comprehensive theory of foreign market entry behavior of service
firms. The hard/soft service classification scheme also
may help cope with problems associated with securing a
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representative sample of foreign entry decisions in the
service sector (Erramilli and Rao 1990). Failure to secure
such a sample limits the applicability of current sectorwide
empirical findings. Future empirical work on foreign market entry behavior of services should incorporate both hard
and soft services to obtain more representative samples.
Alternatively, future studies could focus on individual
service industries but ensure that hard and soft services are
well represented.
The available industry-specific empirical studies
should be viewed as complementary with one another.
Their results are not necessarily incompatible when considered in light of the hard- services versus soft-services
scheme. Studies involving soft-service firms should indicate a significant difference between the entry behavior of
goods manufacturing firms and that of soft-service firms,
whereas studies involving hard-service firms should show
no significant difference between the entry behavior of
manufacturing firms and that of hard-service firms. The
conclusions from the two groups of studies in Table 1 are
consistent with that reasoning.
It is possible to observe an interaction between internal
factors and external factors of the firm. For instance, a
small organization (internal factor) may not be able to
adopt sole ownership in a large foreign market (external
factor) because of lack of resources despite its preference
for sole ownership. Similarly, greater reluctance to accept
foreign products (an external factor) may be evoked by a
larger firm (an internal factor) than by a smaller one. Refining and expanding our basic framework to incorporate
such “interactions” would further advance our understanding of entry mode choice for services.
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CONCLUSION
As the relative importance of services in global trade
has increased, developed economies have undergone a
structural shift in employment in favor of the service sector. An area of rapid growth is the international marketing
of services. A key issue is whether international trade in
services is similar to that in manufactured goods. To address that issue, we first note the seemingly conflicting
views about the generalizability of manufacturing firms’
foreign-entry modes to service firms. We argue that hard
services can rely on the entry experience of the manufacturing sector to a greater extent than soft services. We also
discuss the role of contextual factors that moderate the differences between the entry mode choices of hard and soft
services. Our framework enriches understanding of entry
mode choice for services by synthesizing various factors,
including the type of service.
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TABLE A2
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High
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group (e.g., soft services) as observed frequency distribution, a chi-square test can be conducted to check whether the classifications are statistically different.
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